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ABSTRACT
This paper develops and estimates a game-theoretical model of inflation targeting where
the central banker’s preferences are asymmetric around the targeted rate. In particular, positive
deviations from the target can be weighted more, or less, severely than negative ones in the central
banker’s loss function. It is shown that some of the previous results derived under the assumption
of symmetry are not robust to the generalization of preferences. Estimates of the central banker’s
preference parameters for Canada, Sweden, and the United Kingdom are statistically different
from the ones implied by the commonly used quadratic loss function. Econometric results are
robust to different forecasting models for the rate of unemployment but not to the use of measures
of inflation broader than the one targeted.
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suhihuhqfhv duh xqrevhuyhg e| wkh jryhuqphqw dw wkh prphqw ri ghohjdwlrq1 Wkh xqfhuwdlqw| shuwdlqv rqo|
wr wkh lqdwlrq2xqhpsor|phqw zhljkwv wkdw duh vwrfkdvwlf/ lq dq rwkhuzlvh vwdqgdug txdgudwlf orvv ixqfwlrq1
Qrwh krzhyhu wkdw wkh uljrurxv prgholqj ri suhihuhqfh xqfhuwdlqw| lq d g|qdplf vhwxs zrxog dovr uhtxluh
wkh vshflfdwlrq ri d ohduqlqj phfkdqlvp rq wkh sduw ri wkh sxeolf2jryhuqphqw1 Wkxv/ lq rughu wr nhhs
wkh vfrsh ri wklv surmhfw pdqdjhdeoh/ L kdyh dgrswhg wkh vlpsoli|lqj dvvxpswlrq wkdw suhihuhqfhv duh sxeolf
lqirupdwlrq1 Wr prwlydwh wklv dvvxpswlrq/ lw frxog eh dujxhg wkdw wkh wudfn uhfrug dqg wkh suhylrxvo|0
h{suhvvhg rslqlrqv ri lqglylgxdov pljkw surylgh lqirupdwlrq derxw wkhlu suhihuhqfhv zkhq lq rfh1
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Zkloh/ vwulfwo| vshdnlqj/ wklv lv dq dssur{lpdwlrq wr lwv shufhqwdjh fkdqjh/ wkh qxphulfdo glhuhqfh ehwzhhq
wkh wzr phdvxuhv lv qhjoljleoh iru vpdoo udwhv ri lqdwlrq1
4:Lq suholplqdu| zrun/ L dovr xvhg wkh vhdvrqdoo| xqdgmxvwhg xqhpsor|phqw vhulhv1 Uhvxowv duh vlplodu wr
wkh rqhv uhsruwhg dqg duh dydlodeoh iurp wkh dxwkru xsrq uhtxhvw1
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